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F.  G  HAMILTON, 


AT  THE 


EXECUTIVE  CONFERENCE 


OF 


THE  DOHERH  ORGANIZATION 


There  are  four  general  divisions  of  regulatory  bodies--oty  coundl^ 

forces  bro"ghf  to  bear  on  them,  of  which  the  four  which  follow  have 

orobably  had  the  greatest  effect.  ^  ^  "  '  -  -ki^ 

.^1.  The  tendency  of  any  buyer  to  make  the  best  possttje  bargain. 

2.  Lack  of  understanding  of  the  mdustry  s  past  profits. 

3  Struggle  of  newspapers  for  circulation. 
'  4  Method  by  which  members  of  the  bodies  are  selected. 

(la)  Even  the  law  places  on  the  buyer  the  responsibihty  o  driving 
the  best  possible  bargain  and  in  so  far  as  the  city  council  not  onlyj^prc^ 
Bents  the  public  who  uses  your  service  but  also  are  themselves 
ZTor^s,  tSey  are  supposed  to  act  in  a  judicial  capaaty  m  deciding 
contests  which  vitally  affect  their  own  interests. 

For  this  reason,  if  for  no  other,  the  determination  of  these  various 
courts  and  commissions  approach  justice  in  the  order  in  which  I  have 
named  them-city  councUs.  public  ntiUty  commissions,  stote  courts 

and  federal  courts.  ,       ,        »  ^-  ^ 

(2a)  In  addition  to  the  tinge  which  the  more  or  less  close  r^Uo^ 
between  buyers  and  regulatory  bodies  may  give  ^^'r'^'^'!'^'^^^^^ 
are  farther  affected  by  the  fact  that  there  was  a  period  utili^ 
-history  during  which  the  utilities  did  make  real  profits  These  r^ 
profit?  camebecause  for  many  years  after  the  "^ablishmen  of  the 
Sarly  properties  there  was  a  steady  decline  in  prices,  as  this  chart 
^ws  which  decUne  carried  the  operating  expenses  below  the  point 
at  which  they  stood  at  the  time  the  various  franchises  for  service  were 
eranted.  During  this  same  period  there  was  a  very  decided  increase 
dfiSncy  of  eiuipment.  which  again  increased  the  profits  by  lowering 
desperating  expenses  through  a  period  when  rates  stood  still  under 

franchise  agreements.  ,    ,     ^        j-  * 

On  the  part  of  the  public  there  is  a  hick  of  understanding  of  the 
conditions  that  brought  about  these  profits,  and  e^^^yj^^^^^^ 
credits  them  to  the  issuance  of  securities  m  excess  of  either  the  value 
or  cost  of  the  property.  '  ,       .     r  *u  * 

f3a)  There  is  another  reason  why  the  public  has  the  feeling  that 
utiHty  properties  are  still  unduly  profitable.  It  is  the  psychological 
reason  back  of  the  success  of  the  Hearst  and  Scnpp-McRay  syndicates. 
It  is  a  psychological  fact  which  is  taken  advantage  of  to  a  greater  or 
Iwwr  de^  by  all  other  papers  and  that  is  the  fact  that  the  ordinary 
■^who  is  not  successful  does  not  want  to  be  told  of  his  lack  of  success 
He  wants  to  be  sympathized  with,  and  if  you  will  analyze  the  editorial 
policy  of  the  so-called  yellow  journals  you  will  find  they  are  constantly 
sympathizing  witfi  the  poor  downtrodden  public. 

Sympathy  is  the  best  circulation  producer  that  the  newspapers  have 
ever  discovered,  and  to  sympathize  with  the  jmbUc  Acre  must  be 
something  to  sympathize  about.  From  a  circuUition  stan^mt  it  is.  of 
course,  easy  and  safe  to  sympathize  with  them  on  the  2»««»3.^'«f^«n^ 
placed  on  them  by  the  public  utility  compames  because  the  public  utality 
companies,  being  pacifists,  do  not  fight  back  and  the  circulatiOT  of  a 
particular  paper  is  affected  favorably  only  by  offending  public  utilities, 
tie  cumulative  ^ect  of  this  clamor  which  has  been  carried  on  for  years 
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is  iust  another  angle  that  warps  the  judgment  of  the  public  and  aflfects 
the  decisions  of  those  regulatory  bodies  which  arc  dosely  related  and 

quickly  responsible  to  the  public 

(4a)  The  city  councils  are  elected  because  those  indirtduals  are 
popular  with  a  greater  number  of  people  than  their  o^onents  who 
failed  of  election,  and  it  is  only  reasonable  to  expect  that  they  are 
going  to  do  those  things  which  the  greatest  number  of  the  people  want 
done  even  though  that  policy  at  some  future  date,  durmg  the  admmis> 
tration  of  some  succeeding  city  council,  may  be  shown  to  have  been 
the  wrong  policy  and  in  reality  a  detriment  to  the  pubhc.  They  are 
usually  imbued  with  the  same  ideas  as  the  remainder  of  the  general 
public,  influenced  by  the  same  press  and  their  judgment  tmged  with 
the  fact  that  they  themselves  are  customers.  There  are  exceptional 
cases,  of  course,  but  the  success  which  we  may  have  with  a  particular 
city  council  cannot  be  dq>ended  upon  as  a  basis  for  continued  revenue. 

Galveston  not  long  ago  had  a  city  council  composed  of  some  of 
the  leading  business  men  m  town,  who  not  only  wanted  to  do  the  fair 
thing  but  had  the  business  education  and  experience  by  which  they 
could  reasonably  determine  what  was  the  fair  thing.  Our  rates  now 
effective  were  granted  by  that  city  council  At  the  next  election,  how- 
ever, the  public  removed  all  of  them  from  oflScc  and  elected  a  council 
which  for  all  practical  purposes  was  pledged  to  a  soviet  government 
of  the  city.  The  new  city  council  cut  every  public  utility  rate  without 
a  real  hearing,  and  we  were  obliged  to  take  the  rates  of  the  Brush 
Electric  Company  to  the  Federal  Court,  where,  upon  the  full  and 
complete  hearing,  valuations  being  presented  by  both  the  Company  and 
the  city,  the  new  ordinances  passed  by  the  new  city  council  were 
permanently  enjoined  and  the  rates  which  the  previous  city  council  had 

granted  us  were  sustained. 

An  understanding  of  some  of  these  general  conditions  is  necessary 
to  determine  why  our  hopes  of  success  in  getting  reasonable  rates  he 
at  the  top  rather  than  the  bottom  of  the  judicial  system. 

PUBLIC  UTILITY  COMMISSIONS 
In  regard  to  the  state  commissions,  it  is  necessary  in  analyzing 
their  attitude  to  consider  for  a  few  minutes  their  origin.  As  I  pointed 
out  in  the  beginning  of  this  talk  the  original  public  utility  companies  had 
secured  franchises  which  contained  rates  based  on  the  costs  of  operation 
as  of  the  date  the  franchise  was  granted.  As  the  index  of  prices  went 
down  and  the  efficiency  of  equipment  went  up,  many  of  these  properties 
became  very  profitable.  The  franchises  when  contested  were  declared 
by  the  courts  to  be  legal  and  binding  contracts.  It  was  then  that 
some  ingenious  gentleman  found  that  if  legislative  powers  were  dele- 
gated to  a  public  utility  commission,  these  franchises  which  had  been 
upheld  by  the  judicial  arm  of  the  government  could  be  set  aside.  It  is 
worthy  of  note  that  utility  commissions  were  formed  with  m) 
purpose  than  to  do  away  with  these  otherwise  binding  contracts  and 
allow  commissions  to  reduce  rates  which  had  been  declared  by  the 
courts  to  be  legal  and  binding. 

The  early  history  of  every  commission  is  a  practically  unbroken 
record  of  rate  reductions.  The  commissions  were  popular  with  the 
general  public  in  direct  proportion  as  they  did  reduce  rates  and  were, 
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therefore,  extremely  prompt,  ingenious  and  aggressive  in  their  hearings 
and  the  methods  which  they  pursued.  •  •„ 

But  there  followed  another  period  in  which  commod^  pnce^jn- 
creased  rapidly  and  soon  it  was  the  compames  J^l^^^^ 
were  bringing  rate  cases  before  the  commissions.   The  «mmi8S^ 
oSoTce^ranted  increased  rates,  not  nearly  so  large  as  to  yield  tije 
S^led  fa?r  return,  and  not  nearly  so  promptly  as  they  had  previously 
JLtl  reductions    When  the  companies  protested  against  the 
of  the  increa^  were  told  they  could  not  be  reheard 

^  t^sboiid  t^  out  the  new  rates  and  thus  prove  they  would  not 
^d  a  to  «?Sr^You  cannot  in  your  mind  picture  the  commission 
thf  pre^s  period,  telling  the  public  to  postpone  reductions  on 
rXLe  ttetTpera^g«ienses  might  go  up  and  as  a  result  the  rates 
•ffl  onlJTfX  return  Lstead  of  that  they  had  taken  prompt  and 
Igg«ss"ve  tcSin  brkSng^tet  down,  but  when  giving  increases  they 
rf'eSy  insisted  wl  t^  rates  which 

a/to  make  a  trial  unnecessary  to  the  determination  of  their  inadequacy. 

I^  splte  o  the  meager  tacreases  which  were  granted  however 
there  beTan  Tt  once  an  tgitation  to  do  away  with  the  pubUc  utihty 
Commissions  Here  again  was  a  lovely  chance  for  aU  of  the  newspapers 
jrsympath  ze  with  the  general  public  which  they  P^^^^eded  to  do 
^Sth  thousands  of  columns,  referring  to  the  commis^ons  as  ^a^-h^^ 
Surts"  "corporation  commissions"  and  running  the  whole  gamut  of 
SS^iisinuI^ions  as  to  the  reasons  for  obviously  necessary  mcreases. 

The  public,  the  "boss",  threatened  to  fire  the  commissions,  their 
emoloycs:  for  having  raised  rates.  When  any  man's  superior  officer 
trieVto  dissect  fim  from  the  payroll  because  of  some  particular 
iSon  he  hMteken,  he  usually  endeavors  in  the  future,  so  far  as  he 
?an  to  av^  repeating  that  offensive  action,  unless  refraining  should 
^un  coupler  to^scAples  whereupon  he  would  resign.  Up  to  date, 
however,  I  have  never  h^rd  of  a  politician  resigning  because  his  boss  , 
the  public,  wanted  him  to  do  somethmg  agamst  his  pnnaples. 

It  is  only  reasonable,  therefore,  to  assume  that  against  this  prts^ 
no  adequate  increases  have  been  granted,  irrespective  t»»e^™;s»SO« 
which  those  increases  were  determined.  I  am  not  Wammg  the  Mm- 
missions  for  their  attitude.  It  is  the  net  result  t^f^f^^^S 
established  by  their  predecessors,  the  manner  in  which  they  obtamed 
their  offices  and  the  desire  for  approbation  which  to  a  greater  or  lesser 
degree  affects  every  one  of  us. 

But  because  wc  are  familiar  with  the  reasons  for  their  actions,  we 
certainly  must  not  passively  assume  that  a  commission  decision  is 
final  when  it  obvkmrfy  must  lack  something  of  complete  jusUce. 

STATE  COURTS 

State  courts  have  been  a  little  more  favorable  to  the  utilities  thM 
have  the  commissions  and  a  little  less  favorable  tiian  tile  federal  cowts 
for  perfectly  obvious  reasons.  As  compared  with  the  commissions,  Uiey 
are  composed  of  men  who  have  been  trained  to  more  dosdy  an^yze 
questions  presented  to  them.  While  they  occupy  elective  offices,  thjy 
are  a  little  more  secure  in  their  tenure  of  office  in  that,  unlike  the 
eoBunissions,  the  office  can  not  be  abolished  even  if  the  holder  is 
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changed,  and  they  arc  more  seasitiTe  about  having  their  decisions 
reversed  by  superior  courts. 

FEDERAL  COURTS 
Federal  courts  have  been  throughout  their  entire  history  the  bul- 
wark SSe  Constitution.  Because  of  the  fact  that  they  are  appointed 
IS  li?e  Sevl^  not  as  sensitive  to  fluctuations  in  pubhc  opinion. 
¥?ey  fre  tr^nS  UwySs,  and  the  care  with  which  they  have  been 
Seated  Lu?ls  a  dej^ee  oi  dear  1j»inking  that  could  not  be  reasona^^^ 
exoected  in  the  average  ol  a  lower  court.  Their  positions  are 
?h?se  of  ^eat  responsMity  and  responsibiJ^  almost  always  brmgs 

"^"TcSeration  of  public  utiUty  matters  they>ve  followed  the 
same  paths  of  reason  and  justice  that  they  take  in  consideration  of 
oth^r  questions  and  in  so  far  is  lay  within  their  authority  th^  have  made 
iair  determinations. 

The  subject  of  this  talk  was  assigned  to  me  and  so  far  I  have 
fnltAwed  the  outline  that  was  mven  to  me. 

I  Sow^t^  to  assign  myself  a  subject  and  let  you  judge  of  the 
relatiyS^^^ui^c  of  Se  two.  Mj,  subject  ts  the  attUude  of  the  pub- 

^  "SeTe  in  the  United  States  approximately  12,000  electric,  gas 
and  street  railway  plants  representing  a  total  investment  of  approx- 

fmately  fiftren  biflion  dollarT.  There  are  iV'^Y'^'^SJo" 
399  automobile  plants  with  a  total  investment  of  $1,800,000,000. 

Stop  and  tWnk  for  one  minute  of  the  compwative  return  received 
by  the  average  dollar  invested  m  these  two  industnes.  I  think  that 
you  will  all  agree  with  me  that  the  public  utility  business  for  the  last 
ten  y^ars  has  not  been  a  particularly  attractive  proposition  «  jhidi  to 
S?e^t  money  from  the  standpoint  of  return.  When  I  say  that,  I  am 
^ferrinTto  the  total  of  all  mSney  invested  in  the  business  as  a  whole j 
S  Xses  of  utility  service ;  good,  bad  and  indifferent  opeja^on,^and 
aU  communities.  I  have  heard  advanced  as  a  reason  for  this  sitt^tion 
Se  attitude  of  the  public,  the  attitude  of  the  regulatory  bodies  and 
many  other  things.  Are  they  reasons  or  ahbi?  ^rror^^rv 

if  somebody  were  to  tell  me  that  as  a  whole  all  of  the  grocery 
stores  in  the  United  States  were  a  poor  investment  and  attempt  to 
a^^ttte  that  lack  of  success  to  the  attitude  of  the  public,  to  the  attitude 
SfSie  courte  orto  any  other  reason  outside  of  the  organization  of  the 
SocirySess.  I  sl^uld  say  that  they  were  endeavoring  to  establish 
fJi  alibi  f^not  doing  those  things  which  might  reasonably  be  eaq>ected 

*  iTm  not  now  nor  have  I  ever  been  convtoced  of  the  fact  that  there 
was  anything  seriously  the  matter  vnth  the  pub  he  utility  busmess 
Xh  could  not  be  corrected  from  within  the  public  utUity J,^^^^^^ 
For  the  purpose  of  analyzing  that  conclusion  stop  and  think  of  this  fw 
a  minute    Early  in  1918  there  was  a  proposal  made  by  some  of^  the 
highest  officers  of  the  National  Electric  Light  Association  .that  they 
suspend  all  of  the  activities  of  the  Association  for  the  penod  of  ^e 
•  war  on  the  basis  of  economy.   Picture  to  yourself  for  one 
situation  of  6541  companies,  which  involved  an  investment 
of  five  bilUon  dollars,  ceasing  to  have  one  central  body  represent  them 
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i„  matters  o£  l-^^-t^^nhrS 

*'  TThTs%«;*rirg^  *Mr.  M  1  B«mp  made  a  strenuous  and 
history  of  the  ^>"'™.''8ht        gw^m^tot^^^^  y^^^^ 

**  "Vaftous  electrfc  light  companies  carry       ^<^*Xh  tC? 
on  which  P"bably  run  al-out^^^^^^^^ 

Sh?]S^fa  pri^Tfacie  evidence  to  me  of  the  fact  that  they 

of  fifteen  bUli^n  dollars,  we  could  reasonably  expert  to^d  «n 
association  of  the  steel  companies  represented  f^^^l  J!- 

IS  T^tke  Hughes.  Elihu  Root  or  men  of  like  caliber,  who  wiMild  be 
on  aSTnnnal  basis  for  the  protection  of  the  general  mterei^ 

S  th*  industry  The  fact  that  we  do  not  find  any  such  activity  on 
of  the      "^try.    ine  ^^^^^  railway  association 

e'iddiS^TtrS^^^^  Le  pubUc  utility  business  do  not 

t^  h1?  v!:«%£S'^o  compi^^  the  total  salaries  paid  to  the 
business  agents  of  thVlabor  unions  and  the  cost  of  the  executive 
oEs  of  the";  centrS  associations,  you  would  find  an  amount  annually 
dSroted  to  the  ?nterSt  of  their  associations  that  would  put  to  shame 
the  f  our  IssodatTons  of  the  public  utiUties.  The  attempts  of  the  nmons 
to  eet  their  members  an  adequate  revenue  have  been,  as  you  know, 
attended  ^th  considerable  success.  The  percentage^f  increase  s«^ed 
by  Tabor  unions  has  certainly  been  out  of 

the  rates  paid  the  public  utiUties  for  the  service  which  they  have 

rendered  to  the  public.  u      t».»  fif 

There  are  only  two  reasonable  assumptions  on  which 

fact  that  the  labor  unions  are  more  successful  than  are  the  pubUc 

utilities  in  obtammg  rate  increases.  tt     j  . 

First:   The  assumption  that  the  laws  of  the  United  States  are  so 

nnfairly  administered  as  to  give  the  labor  unions  an  msurmountable 

-advantage  over  the  public  utility  companies,  and 

S^dT^he^asumption  tiiat  the  public  utility  companies  have 

failed  in  securing  an  adequate  revenue  due  to  the  fact  that  they  have 

notVhra^iate  persistScy  or  nerve  to  prosedtte  their  chums  for  just 

return  for  their  service.  * 

Take  the  artificial  gas  business,  for  instance.  It  is  a  fairly  safe 
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assumption  that  where  ninety  per  cent,  of  the  gas  companies  are 
failures,  ninety  per  cent,  of  the  electric  plants  are  partial  successes. 

The  gas  plants  were  established  at  a  much  earlier  period  than  the 
electric  plants  and  had  the  resulting  advantage  of  being  first  and  longest 
on  the  scene  of  action.  If  you  were  to  send  a  solicitor  down  a  street 
in  any  city  in  the  United  States  with  the  authority  to  tell  each  customer 
of  the  electric  and  gas  plants  that  he  had  the  choice  of  either  one  of 
the  services  but  could  not  have  both,  the  majority  of  those  customers 
would  choose  the  gas  service,  so  that  from  the  standpoint  of  desirability 
the  gas  company  has  an  unusual  advantage  over  its  competitor,  the 
electric  light  company. 

From  the  standpoint  of  the  number  of  customers  which  these  two 
utilities  will  respectively  have  in  a  given  community,  it  is  a  matter  of 
Teccmi  that  on  the  average  there  are  ten  per  cent,  more  gas  consumers 
m  a  town  than  there  are  dectric  li|rht  consumers.  We  have  therefore, 
^e  remarkaUe  spectacle  of  the  utility— gas— which  was  the  first  on  the 
scene  of  action,  which  is  the  most  desirable  from  the  standpoint  of  the 
customer,  and  which  has  the  most  customers  being  the  least  profitable. 

Sudi  a  situation  as  this  would  naturally  presuppose  some  fun- 
damental difference  in  the  operation  of  the  two  plants,  which  would 
account  for  the  loss  on  the  part  of  the  company  which  had  decided 
advantages  from  the  standpoint  of  operation.  In  searching  for  the 
fundamental  difference  which  could  reasonably  be  expected  to  account 
for  this  divergence  in  revenue,  we  find  that  a  little  over  twenty  years 
ago  when  Mr.  Doherty  invented  the  three-part  rate,  the  electric 
industry  immediately  recognized  the  correctness  of  this  manner  of 
charging  and  adopted  for  its  rate  work  the  principal  parts  of  the  theory 
underlying  this  rate  form.  The  electric  companies*  business  has  been 
built  by  a  recognition  of  the  necessity  of  fixing  rates  on  a  basis  that 
took  into  consideration  the  demand  and  consumption  costs  as  two 
separate  factors  which  must  be  billed  to  the  consumer  proportionately 
to  his  demand  and  his  consumption. 

The  gas  companies  from  Uiat  time,  twenty  years  ago  to  date,  have 
adhered  almost  without  exception  to  the  old  flat  rate  method  of 
diarging  for  their  service.  If  the  electric  c<»npany  in  New  York  were 
to^y  to  take  their  total  operating  expenses  pltis  their  fixed  chafSPM 
.and  divide  that  cost  of  serdce  by  the  number  of  kilowatt  hours  of 
output  they  would  arrive  at  a  flat  consumption  rate  of  about  4c  per 
kilowatt  hour.  If  they  were  to  bill  their  service  for  the  succeeding 
month  on  that  basis,  their  output  inside  of  six  months  would  be  cut  in 
half.  They  would  lose  through  this  process  a  large  majority  of  the 
good  load  factor  business  which  they^  now  have.  After  having  lost 
this  business  they  would  have  to  establish  a  new  rate,  by  again  dividing 
their  then  existing  operating  charges  plus  their  fixed  charges  by  their 
then  total  output  in  kilowatt  hours,  which  would  give  a  rate  at  least 
of  7c.  When  they  billed  their  customers  at  this  rate  they  would  lose 
the  most  desirable  portion  of  their  then  remaining  business.  In  other 
words,  if  the  electric  company  were  to  do  business  under  the  same  form 
;of  rate  that  the  gas  company  has  used  in  spite  of  continued  agitation, 
.-^eir  business  would  show  the  same  sort  of  return  that  the  gas  com- 
pany's business  does  at  the  present  time. 

Why  haw  not  tin  gas  ooinpsmies  cha^^ed  their  rate  sdiedules  ? 


Simply  because  they  lack  moral  courage  to  face  the  opposition  with 
which  the  public  meets  every  change  in  the  form  of  rates  or  m.the 

amount  of  rates.  ^  ,  w      r  ^^^4- 

The  Doherty  three-part  rate  is  now  as  surely  the  solution  of  part 
of  the  troubles  of  the  gas  company  as  twenty  years  back  it  was  the 
method  by  which  the  electric  companies  amid  be  put  on  a  profitable 
basis.  All  that  it  needs  is  the  moral  courage  to  attack  the  prejudice 
of  courts,  commissions  and  public  against  the  estabpshment  of  a 
different  form  of  rate.  The  theory  was  right  then  and  is  right  now, 
and  what  is  needed  is  the  courage  and  persistency  to  put  that  form  of 

rate  into  effect.  .  . 

Referring  back  now  to  the  attitude  of  the  public  utility  commissions, 
the  commissions  were  originally  established  for  the  purpose  of  cutting 
the  then  existing  profitable  rates  for  service,  which  rates  had  been 
established  by  franchises  granted  at  the  beginning  of  a  period  m  the 
history  of  the  utility  business  during  which  the  cost  of  reproduction 
and  the  cost  of  operation  went  steadily  down.  ^ 

In  the  Smythe  vs.  Ames  case,  which  was  decided  by  the  United 
States  Supreme  Court  on  March  7th,  1898,  the  city  advocated  and  the 
company  fought  the  establishment  of  cost  of  reproduction  as  the  basis 
of  a  fair  rate  making  value  for  the  utility.  I  want  to  emphasize  that 
the  cost  of  reproduction  was  Qriginally  approved  as  the  correct  rate 
base  in  a  decision  by  the  Supreme  Court  of  the  United  States  on  the 
application  and  argument  of  th»  city.  At  that  time  the  cost  of  re- 
production of  any  public  utility  was  for  two  different  reasons  below 
the  original  cost  of  that  utility:  Furst,  because  as  this  chart 

CHART  No.  1 

//V/?£X  NUMBERS 


/06S  -  /9/9. 
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shows  there  had  been  a  steady  decline  in  commodity  prices,  and  secondly 
because  there  had  been  a  decrease  in  the  cost  of  reprodoeing  a  plant  of 
equivalent  capacity,  due  to  the  increase  in  the  effioency  of  the  units, 
even  though  the  cost  of  the  equivalent  items  had  remained  the  same. 

I  have  argued  for  several  ytears,  as  you  weU  know,  for  cost  of 
reproduction  as  the  correct  economic  basis  on -which  to  determine  the 
value  of  anything  with  which  we  have  to  deal.  Let  us  assume,  how- 
ever, that  it  is  economically  incorrect.  It  was  established  at  the  time 
by  the  cities  to  do  away  with  then  existing  franchises  which  were 
profitable,  and.to  cut  the  earnings  of  the  public  utility  companies.  The 


cities  adopted  that  basis  of  valuation  because  it  at  that  time  lent  itself 
to  the  ends  winch  they  had  in  view;  that  is,  the  cutting  of  the  utility 
rates.  If  they  at  that  time  took  advantage  of  a  principle  which  was 
fundamentally  incorrect,  there  is  every  justice  on  our  part  at  the  present 
time  in  taking  advantage  of  the  same  incorrect  principle  to  make  back 
those  profits  of  which  we  were  unjustly  deprived,  providing  the  prin- 
ciple was  wrong.  If,  however,  that  principle  is  correct,  the  companies 
should  take  advantage  of  it,  so  that  whether  the  principle  is  right  or 
wrong,  there  is  no  reason  why  a  single  public  utility  operator  should 
not  devote  his  brains  and  energy  to  an  endeavor  to  secure  the  rates 
which  would  be  justified  by  adopting  this  basis  of  valuation. 

Recall  for  a  minute  that  Smythe  vs.  Ames  case  was  decided  in 
1898  and  that  within  the  last  month  there  have  been  decided  the  first 
two  and  only  two  cases  by  the  Fedend  Courts  in  the  United  States 
which  entitled  the  comfMinies  to  a  return  on  the  basis  of  values  current 
since  1917.  These  two  cases  are  the  Ckdvetlcn  mod  St  Joseph  rate 
cases. 

By  referring  to  this  chart  No.  1  you  will  note  from  1^  to  date 
there  has  been  a  continual  increase  in  the  cost  of  commodities^  so  that 
at  least  from  1906  to  date  it  oonld  be  reasonably  assumed  tfuit  the  cost 
of  reproduction  exceeded  the  original  cost  of  any  particular  utility^ 
The  cities  established  a  prindple  which  for  the  last  fourteen  years  has 
be«i  fovorable  to  the  utilities  and  yet  for  thirteen  years  and  eleven 
months,  no  advantage  has  been  taken  of  this  principle,  established  by 
the  cities,  to  get  an  adequate  revenue  for  the  public  utilities,  and  why? 
For  no  other  reason  that  I  can  conceive  except  that  the  public  utilities 
lack  the  nerve  to  fight  for  those  things  to  which  they  are  justly  entitled. 

Go  back  a  minute  to  the  association  which  I  assume  would  represent 
the  steel  companies  providing  those  steel  companies  equaled  in  number 
and  in  total  investment  the  public  utilities.  Do  you  think  that  the 
steel  men  would  for  fourteen  years  neglect  an  opportunity  to  get  for 
their  companies  decisions  which  would  allow  these  companies  to  earn 
a  fair  return  on  their  property  valued  at  twi(^  what  the  public  now 
wants  to  allow?  ; 

The  public  Utilities  do  not  maintain  associations  of  sufficient 
financial  resources  or  capacity  to  adequately  represent  the  interest  of 
the  tremendous  sums  that  are  invested  in  the  business,  or  the  association 
would  not  have  left  to  ao  individual  the  establishment  of  audi  a  principle 
as  this  after  fourteen  jrears  dtiring  which  it  have  been  benefioal 

to  the  industry  as  a  whole.  ^ 
-    Foigetting  the  associations,  I  contend  that  out  of  over  12,000  plant? 
there  ought  to  have  been  at  least  erne  single  exception  which  would  have 
fought  to  a  finish  for  the  application  of  cost  of  reproduction  to  public 
utility  rate  making  as  a  precedent  by  which  others  might  be  guided. 

Another  item — Do  you  realize  the  electric,  gas  and  street  railway 
companies  of  this  country  annually  lose  at  least  $150,000,000.,  because 
they  have  not  fought  hard  enough  to  get  courts  or  commissions  to 
figure  correctly  a  simple  example  in  arithmetic  that  I  am  sure  any 
high  school  student  would  grasp?  It  sounds  impossible,  does  it  not? 
I  will  prove  it. 

Decisions  rendered  by  practically  all  courts  and  commissions  deduct 
from  the  cost  new  of  the  property  used  in  service  of  the  ptU>lic»  the 

le 


depreciation  estimated  to  have  accrued  at  the  date  of  inventory  and 
on  an  average  the  deduction  amounts  to  20%  of  that,  cost  new.  The 
80%  left  becomes  the  rate  base  on  which  you  are  allowed  depreciation 
and  return.  Then  they  adopt  an  average  life  for  the  property  which 
we  will  say  is  twenty-five  years  and  determine  that  each  year  you 
should  be  allowed  to  earn  for  depreciation  one^twenty-fifth  or  4fh  tot 
depreciation  reserve. 

Four  per  cent,  of  the  cost  of  that  item — Ohl  no,  four  per  cent, 
of  eighty  per  cent,  of  what  it  cost.  In  other  wmds,  4%  of  their  de«* 
termination  of  present  value. 

The  figures  may  make  my  statement  clear. 

TABLE  NO.  1 

Cost  nc^    $100.00 

Accrued  depreciation    20.00 

Present  Value  or  Rate  Base   $  80.00 

Assumed  life  of  new  property   25  years  . 

Allowance  for  depreciation  reserve  4% 
If  the  life  of  this  proper^  when  new  is  only  twenty-five  years, 
we  obviously  should  get  one-twenty-fifth  or  $4.00  ^ch  year  to  have  tiie 
investment  repaid  during  its  actual  life.  What  we  are  allowed  is 
4%  of  $80.0a  or  $329  annually,  which  is  80c  or  1%  of  the  present  value 
less  than  we  are  entitled  to.  It  is  not  so  much  on  a  $100.00  investment 
but  on  the  fifteen  billion  dollars  invested  in  dectric,  gas  and  street 
railway  properties  it  amounts  to  $150,000,000.  per  year. 


TABLE  NO.  2 


4% 

SINKING  FUND  METHOD  , 

Accumttlatea 

Reprodttction 

Depreciation 

Return  on 

Knd  of 
Year 

CMtltav 

Interest 

Total  Cost 

1 

$  100.00 

$  2.40 

$  2.40 

$  8.00 

2 

100.00 

Z40 

4.90 

8.00 

3 

100.00 

2AI 

7.51 

8.00 

4 

100.00 

2.40 

1021 

8.00 

5 

100.00 

2.40 

13X12 

8.00 

6 

100.00 

2.40 

15.94 

8.00 

7 

100.00 

2.40 

1896 

8.00 

8 

100.00 

2.41 

22.15 

8.00 

9 

100.00 

2.40 

25.43 

8.00 

A  AA 

10 

100.00 

2.40 

28.85 

8.00 

A  AA 

11 

100.00 

2.40 

32.40 

8.00 

A  A/\ 

12 

100.00 

2.40  , 

36.09 

8.00 

13 

100.00 

8.00 

14 

2.40 

43.94 

8.00 

15 

100.00 

2.40 

AO  A  f\ 

48.10 

8.00 

16 

100.00 

2.40 

52.42 

800 

17 

100.00 

2.40 

56.91 

8.00 

18 

100.00 

2.41 

61.59 

8.00 

19 

100.00 

2.40 

66.45 

8.00 

20 

lOOJOO 

2.40 

71.51 

8.00 

21 

100.00 

2>I0 

76.77 

8.00 

22 

100.00 

2.40 

82.24 

8.00 

23 

100.00 

241 

87.94 

8.00 

24 

100.00 

2.40 

93.85 

8.00 

25 

100.00 

2.40 

100.00 

8jOO 

$  60.05 

$200jOO 

Holie:^Under  the  4%  Sinking  Fund,  and  on  the  basis  of  25 
year  life,  the  annual  contribution  to  the  Fund  must  be 
2.402%  of  the  Reproduction  Cost  New  in  order  that  the 
entire  amount  of  $100.00  may  be  recovered  at  the  end 

of  the  25  years.  ,  ,      ,  * 

At  the  same  time,  it  is  assumed  that  the  8%  return 
wiU  be  based  in  each  year  on  $100.00  and  thus  provide 
a  return  of  ^00.00  over  the  25  years,  to  which  the 
investor  is  justly  entitled. 
On  this  table  Na  2  which  represents  a  proper  application  of  the 
4%  sinking  fund  mcAod  of  making  depreciation  reserves,  we  have  a 
computation  which  were  H  foUowed  by  the  public  utility  commissions 
would  allow  us  to  have  our  property  returned  during  its  wnng  life 
and  would  allow  us  a  fair  return  on  the  vatoe  of  that  property  during 
the  time  it  is  devoted  to  the  service  of  the  puMic  ,  ^ 

Column  3  on  this  table  shows  an  aUowancc  of  $2.40  per  annurn  on 
each  $100.00  of  investment,  which  when  placed  m  a^  sinking  fund 
bearing  interest  at  4%  compounded  annually  amounts  m  25  y«^s  to 
$100.00,  as  shown  in  column  4,  thus  returning  to  the  2Jf 
end  of  the  actual  Ufe  of  the  property  the  full  amount  of  the  mvestmeoi. 
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Since  the  investor  is  denied  the  use  of  the  money  which  goes  into  the 
sinking  fund,  or  in  other  words,  since  he  is  charged  interest  on  that 
amount  of  money  providing  he  does  use  it,  he  is,  therefore,  entitled 
throughout  the  period  of  the  life  of  this  item  of  property  to  an  8% 
return  on  the  full  value  of  that  property,  at  Bfo  each  year  on  $100.00, 
as  shown  by  column  5. 

The  result  of  a  rate  determined  by  this  method  would  be  exactly 
|^fn»i»a1  from  the  earning  standpoint  to  loaning  money  on  a  bond  for 
25  years.  The  public,  which  has  the  use  of  the  property  during  the 
life  of  this  loan,  would  «&ch  year  pay  S%  on  that  loan  and  at  the  same 
time  would  b^in  to  set  up  a  reserve  whidi  when  interest  had  been 
accumulated  to  it,  would  amount  to  a  sufficient  total  at  the  end  of  the 
period  to  repay  the  loan.  The  investor  would,  daring  the  25  years, 
receive  $200.00  in  the  form  of  interest  and  would  at  the  end  of  25  years 
have  returned  to  him  his  orig^inal  investment.  This  metiiod  has  been 
approved  as  the  proper  method  of  rate  determination  in  only  three 
decisions  by  a  public  utility  commission,  and  even  in  those  decisions 
while  the  commission  stated  that  this  was  a  proper  method  of  rate 
determination  they  did  not  use  it  after  having  expressed  their  approval. 

In  all  other  decisions  the  determination  is  made  as  shown  on  the 
oest  two  tables. 


IS 


TABLE  NO.  3 


DEPRECIATION  ALLOWANCE  COMPUTED  EACH  YEAR  ON 
100%  OF  INVESTMENT  BUT  FUND  MAINTAINED  INTACT 
AND  RETURN  ALLOWED  ON  THE  DEPRECIATED  VALUE 

Accnmnlated  -  ^e*!""^ 
K4»ervewith  >t8lfcoi 


Bod  oC 

Present 

AcctimaUtion 

4K  Compound 

WtaM 

Value 

$  100.00 

tolt— w 

liiliifMt 

■* 

1 

96.00 

9  4.00 

2 

92.00 

O.OU 

7.68 

3 

^V^^  ^^^^ 

88.00 

12.00 

19  AO 

4 

84.00 

16.00 

704 

5 

80.00 

20.00 

91 

6 

76.00 

24.00 

7 

72.00 

28.00 

'51  fXi 

ol.OU 

8 

Oo.UU 

36.86 

5.76 

9 

64.00 

36.00 

42.33 

5.44 

10 

60.00 

40.00 

48.02 

5.12 

11 

56.00 

44.00 

53.94 

4.80 

12 

52.00 

48.00 

60.10 

4.48 

13 

48.00 

52.00 

66.50 

4.16 

14 

44.00 

56.00 

73.16 

3.84 

15 

40.00 

60.00 

80.09 

3.52 

16 

36.00 

64.00 

87.29 

3.20 

17 

32jOO 

68.00 

94.78 

2.88 

18 

28J0O 

72J0O 

102.57 

2.56 

19 

24.00 

76X)0 

111.67 

2.24 

20 

20.00 

80X10 

120.14 

1.92 

21 

16.00 

84J0O 

129.05 

1.60 

22 

12.00 

88.00 

13821 

128 

23 

8.00 

92.00 

14774 

S6 

24 

4.00 

96.00 

157.65 

.64 

2S 

0 

100.00 

167.96 

.32 

$  104.00 

With  depreciation  allowance  based  on  the  original  cost  and  with 
the  allowance  accruing  in  a  fund  at  interest  at  4%  compounded  annually, 
the  fund  finaUy  returns  to  the  investor  167.965&  of  the  original 

mvestment.  ,        .-^  j 

With  no  price  change  $67.96  of  the  amount  can  be  credited  as 
earnings,  $67:96  pins  the  $104XX)  aUowed  «s  earnings  makes  a  total 

The  company  is  entitled  to  $8X)0  per  year  for  25  years  during  which 
the  investor  is  deprived  of  hk  original  investment  and  is  Mititled  to 
have  his  investment  returned  at  the  end  of  the  period.  This  would 
necessitate  a  total  of  -$300«0  while  he  actually  receives  $104.00  ^ 
earnings  and  $167.96  at  the  end  of  the  penpd  from  Ae  fund,  whicli 
totals  $271.96  or  $28.04  less  than  the  decisions  presume  to  allow. 

He  therefore  has  had  $28.04  of  his  original  investment  confiscated. 


On  the  assumption  of  a  life  of  25  years  there  is  deducted  for  each 
year  of  the  expired  life  $4.00  for  each  $100.00  of  investment  and  the  rer 
suit  obtained  represents  what  the  commission  calls  the  present  value  of 
the  property,  which  for  varying  years  is  shown  in  cdnnm  2.  As  I  prev- 
iously stated,  the  average  determination  of  the  present  value  of  a 
composite  property  approximates  80%  of  the  cost  new.  This  is  because 
public  utility  properties  are  constantly  growing  and  because  the  present 
value  represents  the  average  condition  of  all  items  of  varying  life  and 
different  dates  of  installation. 

In  column  3,  I  have  assumed  that  the  commission  allows  you,  if 
you  can,  to  each  year  earn  the  $4.00  which  they  deducted  in  determining 
their  present  value.  At  the  end  of  25  years  you  would  have  accumulated 
in  your  ftmd,  without  interest,  $100.00.  Four  per  cent,  is  about  the 
maximum  that  you  can  earn  on  a  sinking  fund  and  in  column  4,  I  have 
ctMoaputed  4%  interest,  compounded  annually,  and  added  it  to  column 
3,  so  that  at  the  end  of  the  life  of  the  property  there  would  be  accumu- 
lated in  the  fund  $167.96.  Since  the  original  cost  was  only  $10000,  the 
$67il6  of  this  amount  would  be  apfrficable  to  return.  The  commission 
then  after  having  determined  present  value  allows  you  as  return  8% 
on  that  present  vsdue,  which  I  have  computed  for  eadi  of  tiie  25 
years  and  shown  in  the  last  ccdumn  of  the  tal^  The  total  of  the 
earnings  so  allowed  on  this  particular  item  would  amount  to  $104.00 
through  the  25  years  and  when  you  have  added  the  $67S6  of  surplus 
in  the  reserve  for  depreciation  you  have  $171.96  for  earnings  throughout 
the  25  year  period  during  which  you  are  deprived  of  your  $100.00  invest- 
ment, or  an  average  of  $6.88  per  year.  This  method  is  the  nearest 
approach  to  fairness  which  any  commission  has  up  to  date  adopted,  and 
you  will  see  while  it  ostensibly  allows  8%  it  in  fact  annually  allows 
6.88%.  There  are  not  more  than  five  or  six  cases  of  which  I  have 
knowledge  to  which  even  this  approach  to  fairness  has  been  shown. 

The  second  of  the  two  methods  most  generally  used  is  shown  in 
table  No.  4. 


IS 


TABLE  NO.  4 


BOTH  DEPRECIATION  ALLOWANCE  AlTO  RETURN  (IMPUTED 
ON  DEPRECIATED  VALUE  AND  THE  EDNQ 
MAINTAINED  INTACT 

 a  M  Q£L. 


Accumtilated. 

8» 

Return  on 

Deprecation 
AUowance 

CompouBd 

Present 

Kna  01 
Yeur 

Value 

$  100.00 

1 

96.00 

$  4.UU 

$  8.00 

2 

^^^^  4 

92.16 

7.68 

3 

88.47 

738 

4 

84.93 

3.54 

7.08 

5 

81.53 

3.40 

90  07 

6J80 

6 

78.27 

3.2o 

6S2 

7 

75.14 

3.13 

9R9'^ 

626- 

8 

72.13 

3.01 

6.02 

9 

69.24 

o  on 

5.78 

10 

2  77 

40.78 

5.54 

11 

63.81 

2.66 

45.07 

5.32 

12 

6126 

2.55 

49.43 

5.10 

13 

58.81 

2.45 

53.85 

4.90 

14 

56.46 

2.35 

58.35 

4.70 

15 

5420 

2.26 

62.94 

4.52 

16 

52.03 

2.17 

67.63 

4.36 

17 

49S5 

2.06 

72.42 

4.16 

18 

4755 

2jOO 

77.32 

4.00 

19 

46.03 

1.92 

82.33 

3.84 

20 

44.19 

1.84 

87.46 

3.68 

21 

42.42 

1.77 

9273 

3.54 

22 

40.72 

170 

98.14 

3.40 

23 

39.09  ' 

1.63 

10370 

3.26 

24 

37.53 

1.56 

109.41 

3.12 

25 

36.03 

1.50 

11529 

3.00 

$  127^ 

From  the  depreciation  allowance  put  out  at  compound  interest 
there  has  accumulated  an  amount  of  $15.29  in  excess  of  the  cost  of 
replacing  the  property  providing  prices  have  rejnamed  stationary 

AssSming  8^0  is  considered  a  fair  return  and  the  depreciated  value 
is  a  proper  rate  base,  the  earnings  would  have  amounted  through  the 
Slo^S^  of  the  89fc  to  a  total  in  the  25  years  of  $127.94.  To  this 
there  may  properly  be  added  the  excess  m  the  depreciation 
reserve  of  $15J29,  making  $14323,  or  an  annual  average  of  $5.73  per 

^'^'since  the  investor  at  all  times  during  this  25  years  has  been  deprived 
of  the  use  of  the  original  $100.00  invested,  he  has  in  reality  received  an 
average  return  of  sh%  under  a  decisi<m  «J^PP?^^^ly  /^^^^^^ 

During  the  25  years  the  investor  is  deprived  of  the  $100,0U  he 
should  get  earnings  sufficient  to  return  that  amou^  and  an  annual 
earning  of  $8.00  per  year.  This  would  total  $300-00-  ^ 

Sf  doeVget  $115.29  from  the  reserve  and  $127.94  as  eammgs,  or 
a  total  of  $243.23  which  is  $56.77  below  what  he  is  entitled  to. 
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With  the  same  assumed  life  and  the  same  $100X)0  value,  the  com- 
mission makes  a  deducti<m  f or  accrued  depreciation  and  shows  the 
present  value  as  in  column  2.  The  4%  annual  allowance  instead  of  being 

computed  on  the  original  cost  of  the  property  is  computed  on  the  present 
value  they  find  and  would  amount,  if  you  had  had  a  rate  adjustment  each 
year,  to  items  shown  in  column  3.  Column  4  indicates  the  amount  which 
would  accumulate  at  4%  interest  compounded  annually  and  shows 
$115.29.  Of  this  amount  $15.29  could  be  credited  to  earnings  as  the 
reserve  is  in  excess  of  the  original  investment.  The  last  column  shoAvs 
the  amount  of  return  which  you  would  receive,  being  8%  of  the  present 
value  found  by  the  commission  and  shown  in  Column  2.  Adding  to  the 
total  of  this  column  of  $127.94  the  $15.29  from  the  depreciation  reserve 
you  have  a  total  for  earnings  of  $14323,  or  an  average  annual  allowance 
of  $5.73,  or  573%,  which  you  actually  get  under  a  decision  that 
ostensibly  allows  you  an  8%  return. 

To  put  it  in  another  way,  you  have  devoted  to  the  public  use  for 
25  years  $100.00  of  investment.  Ostensibly  you  receive  on  that  invest- 
ment $&00  per  year  in  form  of  return  mroughout  the  period  and  at 
the  end  of  that  period  you  should  get  your  original  investment  or  a 
total  of  $300.00  in  all.  Vou  actually  do  get  $11529  from  the  dq>reciation 
rffserve  and  $127.94,  or  a  total  of  $24323  as  against  the  $30aOO  ^ch 
you  are  obviously  entitled  to  receive. 

You  do  not  suppose  that  the  fallacy  of  this  could  not  be  explained 
to  a  Federal  Court  or  the  United  States  Supreme  Court,  do  you?  But 
no  one  has  ever  appealed  from  the  decision  of  the  commission  on  this 
particular  point. 

Of  all  the  local  attorneys  who  handle  our  rate  cases,  to  whom  I 
have  attempted  to  demonstrate  this,  I  have  never  seen  one  who  would 
use  a  pencil  for  fifteen  minutes  and  get  the  error  clearly  through  his 
head.  On  $100.00  it  is  not  a  serious  matter,  but  in  Galveston,  for 
instance,  it  would  have  made  a  difference  in  our  return,  if  we  could 
have  secured  it,  of  $11,143.20  annually,  or  the  equivalent  when  capitalized 
at  8%  of  an  addition  to  our  valuaticm  of  a  plant  as  snuUl  as  C^veston 
of  $139,000.0a 

I  may  be  unduly  harping  on  these  phases  of  the  public  utility  bus- 
iness, but  as  I  said  before  when  practically  one  hundred  per  cent,  ci 
IZjOQO  plants,  involving  an  investment  of  fifteen  billion  dollars,  supplying 
a  necessity  of  life,  fail  to  earn  a  fair  return,  I  do  not  believe  you  can 
look  outside  of  that  particular  business  for  tt»  reBisom  for  its  failure. 
We  have  lacked  nerve. 

At  the  American  Cm  Association  meeting  which  was  held  here  last 
week,  Mr.  Hancock  of  the  Doherty  Organization  presented  a  most 
admirable  and  interesting  paper.  There  was  just  one  thing  wrong 
about  the  paper.  It  was  an  entirely  new  line  of  thought  for  the  Gas 
Association.  It  involved  the  saving  of  thousands  of  dollars  in  operation 
for  every  company,  the  officers  of  which  would  carefully  consider  it. 
After  that  paper  had  been  read,  it  was  dismissed  with  practically  no 
discussion.  I  assume  that  was  due  to  the  fact  that  exactly  as  the  gas 
companies  of  this  country  lacked  the  moral  courage  to  adopt  any  part 
of  the  three-part  rate,  they  lacked  the  courage  to  face  this  new  idea. 

To  summarize,  the  newspapers  attack  the  public  utility  operators 
in  their  attempts  to  secure  an  adequate  revenue  b^use  it  is  perfectly 
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safe  to  do  so,  exactly  as  a  buUy  might  slap  a  cripple  and  would  refrain 
from  interfering  with  the  progress  of  Jack  Dempsey.  The  puWic 
utility  operators  have  not  fought  back. 

The  local  regulatory  bodies  give  a  disfwoportionate  amount  of 
weight  to  the  desires  of  the  customers  of  a  public  utility  beniuse  the 
customers  far  outnumber  the  owners  and  operators  of  the  utility  com- 
panies, and  because  the  operators  of  the  utility  company  do  not  make 
up  in  aggressiveness  what  they  lack  in  numbers.  The  pubhc  utihty 
commissions  use  a  brand  of  arithmetic  that  would  not  be  used  by  a 
school  boy  in  determining  a  depreciation  allowance,  and  while  it  is  a 
universal  practice  there  has  never  been  to  my  knowledge  a  case  appealed 
from  their  decision  by  an  association  as  a  test  case,  nor  has  any  utility, 
either  large  or  small,  made  an  appeal  on  this  point  to  protect  their  own 
interests.  We  have  not  been  fighters  enough  to  get  a  court  decision  on 
an  easily  demonstrable  example  in  simple  arithmetic. 

The  decision  based  on  the  cost  of  reproduction  was  established  and 
used  by  the  cities  during  that  period  when  that  basis  of  valuation  suited 
their  aims  and  has  been  neglected  for  fourteen  years  by  the  public 
utility  operators,  certainly  not  because  that  basis  would  not  yield  more 
revenue,  and  for  no  other  reason  that  I  can  see  except  a  lack  of  nerve 
on  the  part  of  the  operators  to  fight  for  those  things  wWch  they  must 
know  they  were  justly  entitled  to,  receive. 

The  whole  utility  business  representing  fifteen  billion  dollars  of 
investment  fails  in  that  every  dollar  invested  in  a  legitimate  business  in 
providing  a  necessity  of  life  is  entitled  to  a  fair  return.  Why,  because 
we  have  not  the  moral  courage  to  admit  that  in  the  ctmtrol  of  a 
legitimate  business  we  are  not  earning  a  legitimate  profit  and  that  onr 
failure  to  earn  a  legitimate  profit  lies  in  our  failure  to  fight  for  the 
equal  justice  that  in  all  real  contests  is  meted  out  to  all  business  under 
the  Constitution  of  the  United  States.  • 

Very  naturally  in  the  consideration  of  this  question  my  first  incli- 
nation was  to  look  for  the  mote  in  the  other  fellow's  eye,  but  while 
writing  this  paper  I  have  reviewed  in  my  mind  the  history  of  the  rate 
cases  which  I  have  had  for  this  Company  within  the  past  three  years 
and  I  awoke  to  the  realization  that  in  the  majority  of  those  cases  we 
have  been  granted  rates  for  which  we  asked. 

In  tfaii&ng  about  it,  it  became  obvious  the  courts  and  commissions 
are  natural^  inclined  to  give  us  something  less  than  a  fair  return  and 
it,  therefore,  must  follow  that  when  we  win  the  majority  of  cases  we 
have  not  asked  for  what  approximated  a  fair  return  or  title  demion 
would  not  have  been  granted  to  us.  I,  for  one,  am  going  tO  rnorm 
and  file  at  least  one  rate  that  will  ask  for  enough  so  that  np  court  <» 
commission  will  grant  the  full  amount  of  the  request  As  is  usual,  I 
find  reform  should  start  at  home. 
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